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US States and Bankruptcy: What You Need To Know 
 

Talk of bankruptcy and bailouts can be disorienting for bond investors. That’s why we think it’s important to clarify 
issues raised recently about having states struggling with high employee pension costs declare bankruptcy instead of 
being provided federal aid. 

The COVID-19 pandemic has left states and local governments facing revenue shortfalls, and leaders will have to 
make some tough decisions. But in our view, whether states declare bankruptcy won’t be one of them. We believe 
that this option is off the table. 

We believe there are several reasons for this, but here’s the most important one: bankruptcy is not available as US 
states are not subject to any section of the US bankruptcy code, and we believe changing that would require an act of 
Congress—and broad support from the states. (Puerto Rico is a commonwealth under the auspices of the Natural 
Resources Committee in Congress and is subject to different rules). 

Neither seems likely to happen, in our view. In our opinion, the overwhelming majority of states are in a strong 
financial position. What’s more, any entity declaring bankruptcy is typically required to fail a solvency test. We doubt 
the states would, since they have the power to tax to increase revenues. 

We also think a change in the bankruptcy law would drive up borrowing costs for all states and create near- and long-
term budget pressure. We would expect that to potentially impact both higher-grade borrowers and states that may 
be more stressed. 

Bankruptcy: No Silver Bullet 

Long-term pension obligations are also part of this discussion, and we doubt bankruptcy would help states meet 
them. We can’t think of any recent “bankruptcy solutions” that meaningfully reduced pension obligations. For example 
the Detroit bankruptcy included only very modest pension modifications and cases out of California a decade ago left 
pensions untouched. 

Over the long-term, states and local governments have managed many storms and we think this crisis is no different. 
While the path forward may be rocky, we believe recent measures, including the Coronavirus, Aid, Relief, and 
Economic Security Act (CARES Act) and the Federal Reserve’s $500 billion Municipal Liquidity Program offer 
flexibility to states and local governments. And if the pandemic-induced shutdown persists, we believe there may be 
more federal aid to come. 

We think it is also important to remember that 49 of the 50 states are constitutionally required to balance their 
budgets. In the aftermath of the Global Financial Crisis in 2009 and 2010, state governments largely embraced fiscal 
austerity and relied on new revenues, including increased federal support, to weather the storm. California, which 
experienced significant budgetary imbalances, voted to increase its personal income tax rate to the highest in the 
nation to shore up revenues. As the current crisis evolves, similar measures are likely this time around. 
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General Disclosures 
We undertake no obligation to update or revise publicly any statements, whether as a result of new information, future events or otherwise, except as required by law 
Goldman Sachs does not provide legal, tax or accounting advice, unless explicitly agreed between you and Goldman Sachs (generally through certain services 
offered only to clients of Private Wealth Management). Any statement contained in this presentation concerning U.S. tax matters is not intended or written to be used 
and cannot be used for the purpose of avoiding penalties imposed on the relevant taxpayer. Notwithstanding anything in this document to the contrary, and except as 
required to enable compliance with applicable securities law, you may disclose to any person the US federal and state income tax treatment and tax structure of the 
transaction and all materials of any kind (including tax opinions and other tax analyses) that are provided to you relating to such tax treatment and tax structure, 
without Goldman Sachs imposing any limitation of any kind. Investors should be aware that a determination of the tax consequences to them should take into 
account their specific circumstances and that the tax law is subject to change in the future or retroactively and investors are strongly urged to consult with their own 
tax advisor regarding any potential strategy, investment or transaction. 
THESE MATERIALS ARE PROVIDED SOLELY ON THE BASIS THAT THEY WILL NOT CONSTITUTE INVESTMENT ADVICE AND WILL NOT FORM A 
PRIMARY BASIS FOR ANY PERSON'S OR PLAN'S INVESTMENT DECISIONS, AND GOLDMAN SACHS IS NOT A FIDUCIARY WITH RESPECT TO ANY 
PERSON OR PLAN BY REASON OF PROVIDING THE MATERIAL OR CONTENT HEREIN. PLAN FIDUCIARIES SHOULD CONSIDER THEIR OWN 
CIRCUMSTANCES IN ASSESSING ANY POTENTIAL INVESTMENT COURSE OF ACTION. 
THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY PERSON TO W HOM IT WOULD BE 
UNAUTHORIZED OR UNLAWFUL TO DO SO. 
Prospective investors should inform themselves as to any applicable legal requirements and taxation and exchange control regulations in the countries of their 
citizenship, residence or domicile which might be relevant. 
This material is provided for informational purposes only and should not be construed as investment advice or an offer or solicitation to buy or sell securities. This 
material is not intended to be used as a general guide to investing, or as a source of any specific investment recommendations, and makes no implied or express 
recommendations concerning the manner in which any client’s account should or would be handled, as appropriate investment strategies depend upon the client’s 
investment objectives. 
This material is provided for informational purposes only and should not be construed as investment advice or an offer or solicitation to buy or sell securities. 
This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political conditions and should not be 
construed as research or investment advice. This material has been prepared by GSAM and is not financial research nor a product of Goldman Sachs Global 
Investment Research (GIR). It was not prepared in compliance with applicable provisions of law designed to promote the independence of financial analysis and is 
not subject to a prohibition on trading following the distribution of financial research. The views and opinions expressed may differ from those of Goldman Sachs 
Global Investment Research or other departments or divisions of Goldman Sachs and its affiliates. Investors are urged to consult with their financial advisors before 
buying or selling any securities. This information may not be current and GSAM has no obligation to provide any updates or changes. 
Economic and market forecasts presented herein reflect a series of assumptions and judgments as of the date of this presentation and are subject to change without 
notice. These forecasts do not take into account the specific investment objectives, restrictions, tax and financial situation or other needs of any specific client. Actual 
data will vary and may not be reflected here. These forecasts are subject to high levels of uncertainty that may affect actual performance. Accordingly, these 
forecasts should be viewed as merely representative of a broad range of possible outcomes. These forecasts are estimated, based on assumptions, and are subject 
to significant revision and may change materially as economic and market conditions change. Goldman Sachs has no obligation to provide updates or changes to 
these forecasts. Case studies and examples are for illustrative purposes only. 
Views and opinions expressed are for informational purposes only and do not constitute a recommendation by GSAM to buy, sell, or hold any security. Views and 
opinions are current as of 4-23-2020 and may be subject to change, they should not be construed as investment advice. 
Individual portfolio management teams for GSAM may have views and opinions and/or make investment decisions that, in certain instances, may not always be 
consistent with the views and opinions expressed herein. 
 
Confidentiality 
No part of this material may, without GSAM’s prior written consent, be (i) copied, photocopied or duplicated in any form, by any means, or (ii) distributed to any 
person that is not an employee, officer, director, or authorized agent of the recipient. 
© 2020 Goldman Sachs. All rights reserved. 201902-OTU-1182308 

 


